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directorate of intelligence 

2 6 FEB 1985 


memorandum FOR: 
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SUBJECT: 


Roger W. Robinson, Jr. 

'"'""Otional Economic 

National Security Council 
Washington, D.C. 20500 


Director of Global Issues 
Exchange Market Intervention 


STAT 


The attached analysis of Exchange Market Intervention was 

pr 6 pflr 0 (j your rGoup^t t-t i.. 

/ ^ If you have a ny questions or coinnents 

please call] | 

or secure telephone 
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. DIRECTORATE OF INTELLIGENCE 


25 February 1985 
Exchange Market Intervention 
Summary 


This report examines some of the motives and the 
effectiveness of exchange market intervention. It draws heavily 
on the findings of the March 1983 report by the working group 
established after the June 1982 Economic Summit to examine the 
effectiveness of exchange rate intervention. The analysis 
indicates that exchange rate intervention can serve as a useful 
tool in meeting short-term objectives, such as smoothing out 
larp intra-day exchange rate fluctuations. Intervention as a 
tool for meeting longer term objectives, however, seems to be 
Ineffective in the absence of supportive changes in domestic 
economic policy. 


This inenio r a n d um was nranianoH kvt 



— ^Jr 

Economics Division, Offic 

^ 

e or Ciiobal Issues, at the 


and Special Assistant to 


, International 

..... - President, National 

Information available as of 25 February 1985 
was used. Comments and queries may be addressed to Chief 
Plnanoialrtaaiiaa_Bra^eh, Economics Division. Office of Giibal 


Economic Affairs 
Secur i ty Council . 
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Exchange Market Intervention 


revnaianhe i" IS' »' 

ersing the rapid rise in the value of the dollar. ^ 
Objectives of Intervention 

Authorities in the G-7 countr ies— Canada. France Ttoi„ 

psychology is generating self-sustaining eSnL rJt. 

T?p'^:ii?ion’'o°f ?jnj?ia?Ti niT.‘XoVni\r ifr 

Authorities in all G-7 countries have also intervenogi i 
order to resist exchange rate movements that thei ? " 

unjustified in light of the econo,^rfL5™entSts 
current y cited for intervening against the Sj?u; i? ?hnJ*??*" 
currently overvirlued In relaflon to the goods and servi^»< 5 ‘® 
purchase abroad as compared to in the United S?2tel! 
objective for intervening is to ”buy time” until tha mo i 
participants recognize that their assessments\re^fL??«^®^ r 
the authorities themselves to reassess their policies "" * 

implement any change that was considered to be neceslarj: 

Most G-7 countries also have been influenffsH of .. ' 

desire to avoid exchange rate movements that lessen * 

price competitiveness or exacerbate inflationarv 
businessmen and farmers argue, for examole P^sures, US 

dollar I. putting fh.lr products at lS^ti^;, 

while Europeans complain of the Inflationary ImpJcMSfr! String 
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more than twy«*arnMili rranM*for^a'^h'’'“^''’f P«ying 
it would if the dollar-frl" exihInJ. ""Ported oil thin 
over the past three years. fate had remained constant 


Effectiveness of Intervention 


market depeid on whetherthrint.rv®''?- '®"? *"* "’'""""BO 

unsterillaed. When moneta?^ iCth^?? • o? 
by buying (selling) foreigi^exchanil^ *th the market 

the central bank increase^fdeprSflcf the net foreign assets of 
rise (fall). This will eventual monetary base to 

money stocks, interest rates and^inffff-° the various 

the monetary effeet of lJl"ieS?fon f*'"' ’f® sterilize 

sell (purchase) government nouJ??.^t "“"etary authorities will 
of foreign exchange leaving th%“';'ie"ar'? bisr 

only bJ"uerr"g‘ur«?Iu;e’'it"cJs“ord"°"f"*“ 
currency assets held in investors°^Lrff«?"'’' foreign 
denominated in different portfolios. If assets 

investors will be indifferent substitutes, then 

they hold. This woSfd impW tJat S?er'? of each^hat 

impact on exchange rates. If different « intervention has no 
as perfect substitutesr^han steril?^2i ?“r**®"®»®® ®«-® not viewed 
exchange rates. The degree of effie?-^ intervention will affect 
close the currencies serve as subfututls!^" 

policy?*^FoJ^example^®irthe°FederIl®R ® change in monetary 
unsterilized interveAt nn tn conducted 

US monetary base leld ‘f " 

money stocks and inflationary pressures SoulS mSui??"®®"® 


Results of 1983 WorVincr nnr...p 


working group*^was ^es tabl?shed^f ^ Versailles a 

IpJladl-rJ^d-ifig {JcMzc^n; ? [ffuv‘e*t„^“I«od?„g 

day exchange rate movements. The grijn fLnS 

f‘'"“‘"«d intervention alone did not LDeaJ^{„^r'''*''’.i'’®‘ 

Instrument in offsetting persistent market pressure!" 

_ ^The group also found that closelv <»onnH{» * ^ r 
had been more effective than interventiors^ intervention 

bank The short-term impact, howe”! °7® ea"tral 

sterilized intervention operations hai „!? 
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consistent and effective measures designed to deal with 
underlying causes of exchange rate changes. 


. • * on in cases where the exchange rate movements 

deviated from what authorities considered warranted by economic 
fundamentals was found in several cases to have been successful 
In buying time for either market participants to recognize such 
factors or for the authorities to reorient their policies. 
Buying time^ however, had occasionally been useless or 
counterproductive in the absence of appropriate policy changes. 


Ster i 1 i 
exchange rat 
ineffective, 
the amount o 
trend was la 
changes in o 
rate object i 
fundamentals 


zed intervention for the sake of mitigating the 
6 imp&ct on the domestic economy often proved 
' In cases where the exchange rate was appreciating, 
f intervention required to stem or reverse the upward 
rge and intervention had to be complemented by 
ther policies. In fact, attempts to pursue exchange 
ves that were inconsistent with the economic 
tended to be counterproductive. 
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